REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL OF THE AWIAHLATHI 
LOCAL MUNCIPALITY AND THE EASTERN CAPE PROVINCIAL LEGISLATURE ON 
THE FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION OF 
AMAHLATHl LOCAL MUNCIPALITY FOR THE YEAR ENDED 30 JUNE 2009 


REPORT ON THE FINANCIAL STATEMENTS 


Introduction 

1. I have audited the accompanying financial statements^ df the Amahlathi Local 
Municipality which comprise the balance sheel as at 30' jline 2009, the income 
statement, and the cash flow statement for the year thdn ended, and a summary of 
significant accounting policies and other explanaloi|| notes, a^ set out on pages [xx] 

to [XX]. 


The accounting officer’s responsibility fpr the financial statements 

2. The accounting officer is responsible for the pfeparation of these financial 
statements in accordance with the entity-specific basis of accounting as set out in 
accounling policy note 1 and|lh the manner required by the Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003) (MF^A) and for such internal control 
as the accounting officer deterrnines is hecessary |o enable the preparation of 
financial statements that are free frpfn matehal inisstatement, whether due to fraud 
or error. 

The Audjtor-Gen^ejf’s responsiblllty 

3. As required by section 188' of Constitution of the Republic of South Africa, 1996 
read with section 4 of the Public Audit Adt, 2004 (Act No. 25 of 2004) (PAA) and 
sectipn 126(3) of the MFMA, my responsibility is to express an opinion on these 
f|riancial statemen.ts based pn my audit. 

4. I cphducted my audit jn accpfdance with the International Standards on Auditing 
read yvith Genera/ /Vof/^ 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008. Those standards require that I comply with ethical requirements and 
plan and^perform theXhudit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures setected depend on the 
auditor’s Judgement, including the assessment of the risks of material misstatement 
of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements. 



6. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 


Basis for qualified opinion 

Debtors 

7. The debtors age anaiysis and the ageing thereof differed by R1,4 million from the 
financial statements. Management is of the opinion that the difference was system 
related and arose as a result of the change of the operating system from Abakus to 
Venus. However, they were not able to provide an adequately supported 
expianation for the difference and it was not possibi^ to perform alternative 
procedures. As a result, there is significant uncertainty concerning debtors of R30,1 
million included in the balance of R32,2 million disclpsed in note 11 to the financial 
statements as well as the corresponding revenue related thereto. As a result, I was 
unable to confirm whether all debtors were recordbd and shown at the correct vaiue 
and whether all related revenue was correctl;^ recorded. 

No reliance could be placed on the .^lculation of the provision for bad debts 
disclosed as R25 million in note 1 1 to the fnancial statements as it is based on the 
debtors age analysis. As a result, I was unablp tp ePnfirm whether the provision was 
recorded at the correct amount. 

The net value-added tax (VAT) balance of R44 000, included in debtors of R32.2 
million disclosed in note 11 to the financial statements, is made up of a VAT debtor 
and VAT creditor in the amounts of R5.18 millipn and R5,.14 million respectively. A 
journal passed to thPiV^T creditor of R4.1 millipn cpuld not be verified as the 
transaction was baped on tile debtors age analysis upon which no reliance was 
placed. I wa%. thprefore una^le to confinn whether all transactions relating to the 
VAT creditor #We recorded pt the correct amount. 

Revenue 

8. Ipcluded in reveniie of R72i3 million as disclosed in the income statement is an 
amPunt of R1.6 million which,relates to traffic income. I was unable to verify the 
compieteness of such rPvenue as there were missing receipt numbers that could not 
beexplained. 

Qualified opinlon 

9. In my opinion, except for the effects of the matters described in the Basis for 
qualified opinion paragraphs, the financial statements of the Amahlathi Local 
Munlclpality have been prepared, in all material respects, in accordance with the 
basis of accounting as set out in accounting policy note 1 and in the manner 
required by the MFMA. 



Emphasis of matter 

I draw attention to the foKowing matter: 


Basis of accounting 

10. The municipality’s policy is to prepare financial statements on the entity-specific 
basis of accounting, as set out in accounting policy note 1. 

Othermatters 

I draw attention to the following matters that relate to my fesponsibilities in the audit of 

the financial statemenls: 4 

Unaudited supplementary schedules 

1 1 . The supplementary information set out op pages XX to XX does not fpfm part of the 
financial statements and is presented al additional Information. I have riot audited 
these schedules and accordingly I do not express ari opinion thereon. 

% '■ 

Non-compllance with applicable iegisfa|^ 

Division of Revenue Act 

12. The municipality reɓpjyeri R15,9 rfiillicrh as a ntiunicipal infrastructure grant 
(MIG)despite the^ Jijvision’^l Revenue Act (DoRA) allocation only being for R13 
million. The exi|^s funds v\0|fe not transferred back to the transferring body as 
required by sec^ion 36 of Dq^. 

Municipal f inance ManagjSpent Act 

13. fixed assets disclpsed in t|rq qalance sheet and note 6 to the financial statements 
are stated at cost less Ipans fprieenied and other capital receipts. Although the cost 
of thq fixed assets ampunting to R114,4 mitlion was supported by a fixed asset 
register, a proper fixedsisset register in terms of section 63(2)(c) of the MFMA was 
not mainteined as fixed assets were not marked with unique identification numbers 
that are appfppriately cross-referenced to the asset register. As a result, assets 
selected from the asset register could not be physically verified and it could not be 
confirmed whether all assets were recorded on the asset register. 

14. The municipality did not make all payments to creditors within 30 days of receipt of 
the invoice, as required by section 65(2) (e) of the MFMA. 

15. The municipality did not comply with section 127(2) of the MFMA as the annual 
report was not tabled seven months after year-end. 



Municipai Systems Act 

16. Not all members of the council have disclosed their direct and indirect business 
interests as required by section 54 of the Municipal Systems Act, 2000 {Act No. 32 
of 2000) (MSA) read with paragraph 5(a) and (b) of scheduie 1 of the code of 
conduct for counciilors of the same act. 


Environment Conservation Act 

17. The Environment Conservation Act, 1989 (Act No. 73 of 1989), section 20(1 ){a) 
states that "no person shall establish, provide or operate any disposal site without a 
permit issued by the Minister of Water Affairs and that the Minister may issue a 
permit subject to such conditions as he may deem fit.” 

A permit was not issued for the municipality’s landQ| site located in Cathcart. 

Governance framework 

18. The governance principles that impal| the auditor’s ^opinion on |he, financiai 
statements are related to the responsibiiities and practices exercised by the 
accounting officer and executive management and are reflected in the internal 
control deficiencies and key go^rnance responsibifities addressed below: 


Internal control deficiencies 

19. Section 62(1)(c)(i) pf.tlid I^MA states that the accpphting officer must ensure that 
the municipality Mps and ifiairitains effective, efficient and transparent systems of 
financial and |isk rhanagemehljand interpai control. The table below depicts the root 
causes that gave rise to the^eficiencies in the system of internal control, which led 
to the qualified 6h|njpn, jffiie categorised according to the five 

componehts pf an difedfive systerh hiffihternal control. (The number listed per 
compopent can be foHp^ed with the legend below the table.) In some instances 
defieiencies exist ip more tha^ one internal control component. 



Control activities 

20. Basic control activities for debtors such as regular reconciliations, isolating 
responsibilities and the performance of data integrity checks were found to be either 
ineffective or non-existent. In addition, the level of reliance placed on consultants 
without adequate oversight by management impacted on the aecurate processing of 
debtor transactions. 




21.Generat information technology controls have not been designed to maintain the 
integrity of the information system and the security of the data relating to revenue. 
There were no controls in place and insufficient oversight of management to identify 
the risks associated with the completeness of transactions. In addition, the 
municipality did not prepare a risk assessment which should have identified the 
weaknesses identified. 






There ts Inadequate segregation of duties to prevent frauduient data and asset misappropriation. 

1 

Generai informatlon technology controls have not been designed to maintain the Integrity of the information system and the 
security of the data. 

' 2 

Manual or automated controls are not designed to ensure that the transactions have occurred, are authorised, and are 
completely and accurately processed. 

3 

Actions are not taken to address risks to the achlevement of financial reporting dbjectives. 

"4 

Control activities are not selected and developed to mitigate risks over finahcial reporting' ^ 


Policies and procedures related to financial reporting are not established and communicated. 


Realistic targets are not set for financial performance measures, which are in turn not linked to an effective reward system. 

7 I 


Key governance responsibitities % 

22. The MFMA tasks Ihe accounting officer with a number of responsibilities concerning 
financial and risk management and internal controt. Fundamental to achieving this is 
Ihe implementation of key go^ma^ce responsibillties, which I have assessed as 
follows: '%i 


No. 

Matter 

Y 

N 

Clear trail of supportijn^ documentation that is easil^ avaiiabie and provided in a timeiy manner 

1. 

No significant difficultles were experienced during the audit conceming delays or the 
availability of requested inforinatidn; 



Quality of fii>ancia1 statements a^id related management information 

2. .| 

; The financial statements were ript subject to any material amendments resulting 
from the audit 



3. 

The arinual report was submitted for consideration prior to the tabling of the 
audltof’s report. 


v' 

Timeliness of financial statehnents and management information 

4. 

The annual finarpai statements were submltted for auditing as per the legislated 
deadlines in section 126 of the MFMA. 



5. 

Key officials were available throughout the audit process. 



Development and compliance with risk management, effective internal control and govemance 
practices 

6 . 

Audit committee 




• The municipality had an audit committee in operation throughout the financial 
year. 



• The audit committee operates in accordance with approved, written terms of 
reference. 

✓ 








No. 

Matter 

Y 

N 


• The audit committee substantially fulfilled its responsibllities for the year, as set 
out in section 166(2} of the MFMA. 



7. 

Intemal audit 




• The municipality had an Internal audit function in operation throughout the 
financial year. 



• The intemal audit function operates in terms of an approved intemal audit plan. 



• The intemal audit ftjnction substantially fulfilled its responsibilities for the year, 
as set out in section 165(2) of the MFMA 



8. 

There are no significant defidencles in the design and implementation of intemal 
control in respect of financial and risk management. 



9. 

There are no significant deficiencies in the design and implemeniat|pn of internal 
control in respect of compilance with appllcable laws and regulatjfon# 



10. 

The information systems were appropriate to facilitate^|ie preparation of the 
financial statements. \ 



11. 

A risk assessment was conducted on a regular basis and a risk managerpent 
strategy, which includes a fraud prevention pian, is documented and used as setɓut 
in sectlon 62(1 )(c)(i} of the MFMA. , 


■/ 

12. 

Powers and duties have been asslgned, as set but in section 79? of the MFMA. 

V 


Fol low-u p of aud it fi ndi ngs 

13. 

The prior year audit findings have bben substantially addressed. 



Issues i^ia^ng to the reporiihg of perforrhance infonnatipn 

14. 

The information system^^: appropriate to facilitate the preparation of a 

performance report fliat is accu^te and complete. 



15. 

Adequate cor^l ;processes anbfprocedures are designed and implemented to 
ensure the ac^faey and completeness of reported performance information. 


/ 

16. 

A strategic plan was prppared and app|)Ved^ the financial year under review for 
purposes of monitoringlthe performance 1n rejatfc^ to the budget and deiivery by the 
muriicipality agɓinst its rriandate, predetermineci objectives, outputs, indicators and 
targets fn section 68/87 of thp MFMA. 

✓ 


17. 

There is a functionlng performahce management system and performance bonuses 
are only paid after proper asseɓshient and approval by those charged with 
govemance. 


7 


23. Management’s atteftypn is specifically drawn to the following key governance 
responsibilities wbiph, according to the above table, have not been effectively 
addressed: 

24. The finance section of the municipality has adequate skills and competencies which 
have been utilised effectively. However, the manual systems in place to facilitate the 
preparation of the financial statements were not subject to adequate monitoring and 
oversight as a result material amendments had to be made to the financial 
statements after submission for auditing. 

25. The weaknesses in the design and implementation of internal control in respect of 
financial and risk management were attributable to a lack of approved documented 
policies and procedures in respect of the various financial cycles. 
















26. The audit committee’s term of office expired at the end of March 2009 and a new 
committee was not constituted owing to an inabiiity to obtain council approva! as a 
result of the suspension of certain councillors. 

27. The municipality operates under a shared internal audit function which was not 
effective during the year since they operated without an updated audit plan. 

28. The municipality did not perform a risk assessment during the year nor was there a 
fraud prevention plan in place. This is as a result of weak governance structures at 
the municipality. 


Investigations 

29. An investigation is currently being eonducted by, afi independent body. The 
investigation was initiated based on an allegatiotiipf possible misappropriation of 
revenue by officials of the municipality. 

REPORT ON OTHER LEGAL AND REGULAtORY REQUIREMENTS 

■f 

Report on performance information 

30. 1 have reviewed the performance infQjfiotation as set pbt on pages xx to xx. 

The accounting office^ Ifi^l^nsibilii^^rtiie performance information 

31. In terms of sectioh ‘t21(3)(ct:pT the MFMA, the annual report of a municipality must 
include the ^hnual perfom|ahGe repqrt of the municipality, prepared by the 
municipality in terrtis of sectlhrii 46 of the Local Government: Municipal Systems Act, 
2000 (Act No. 32 o|200Q|pSA)> V 

The^uditor-Generat’s^ 

32. 1 cohducted my engagpment in accordance with section 13 of the PAA read wilh 
General Notice 616 of 2008, issued in Govemment Gazette No. 31057 of 15 May 
2008 and section 45 of ith.e MSA. 

33. In terms of the foregping my engagement included performing procedures of an 
audit nature tp bbtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

34. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the audit findings reported below. 



Audit findings (performance information) 


Non-compliance with regulatory requirements 

Existence and functioning of a performance audit commlttee 

35. The term of the performance audit committee expired at the end of March 2009, 
resulting in the lack of an independent advisory body to advise the municipality on 
performance management issues. The municipality has since not appointed another 
performance audit committee, as required by regulation 14(2) of the Municipal 
Pianning and Performance Management Regulations, 2001. 

36. The performance audit commiltee was assessed a#ineffectiye due to the following: 


• Lack of evidence to indicate that the opmmittee reviews the performance 
management system (PMS) and makes recommendations in thts regard to the 
council. This review should focus^n economy, efficiency, effeciiveness and 
impact of Ihe key performance indicators and peffɓnnance targets. 

• Lack ofevidence to indicate that the corliniiffee submitted audit reports on 
performance management tp the council at least twice during the financial year. 

Internal auditing of performance meaaurenients 

37. The munlcipality did not develop, and ifnplepent mechanisms, systems and 
processes for auditing the results of perfonmance inforrhation as part of its internal 
audlt processes, as required in terms of section 45(1 )(c) of the MSA. 

Lack of adoption or implenriɓqtation of a performance management system 

38. The muriicip^|ty’s Fran^ework for Performance Management is dated January 2009 
and there is nb evidence to indicate that mechanisms to subsequently monitor and 
r^vlew its performance management system were established. 

Non-compliance wlth regulatory requirements 

39. The MFMA rpquires a municipality to set appropriate key performance indicators as 
a yardstick for nfeasuring performance, inciuding outcomes and impact, with regard 
to the municipality’s development prlorities and objectives set out in its integrated 
development plan. The municipality did not include outcome indicators for each of 
the development priorities and objectives as indicated in the integrated development 
plan for the 2008-09 financial year. 

40. The municipality does not make use of the general key performance indicators as 
prescribed in terms of section 43 of the MFMA. 



Mid-year budget and performance assessments 

41 . The mid-year budget and performance assessment report does not include 
information related to the municipality’s service delivery performance and the 
service delivery targets and performance indicators set as required by section 72 of 
the MFMA. 

42. Assessment of the mid-year budget and performance assessment report revealed 
that the following was not included therein: 

• An explanation of any material variances from the municipality's projected 
revenue by source and from the municipality's expenditur^ projections per vote; 
any material variances from the service delivery and budget implementation pian; 
and any remedia! or corrective steps taken to ensufe that projected revenue and 
expenditure remain within the municipality’s app|oved budget 

• Only the englneering services and electrical eftgineering services sections were 

included as service delivery targets and pbrfbrmance indicators in the report. 
The following areas as per the Service Delivery and Budgpt Implementation 
(SDBIP) were not included as sprvice delivery targets ar\d performance 
indicators: „ 

■ Administration services 

■ Strategic management ^ 

■ Community services 

■ Protection services 

■ Finance 

■ Executive sertiees 

43. The prior yea|’s annual repbi|;and progress on resolving problems identified in the 
annual report haye not beehsiiiicluded in the report. 

Usefulifbes and re^iability b^^^^ performance information 

44. i|he following critepa werevjused to assess the usefulness and reliabillty of the 
infqrmation on the rnunicipality^e performance with respect to the objectives in its 
integrated development plan: 

• Consistency: HaSftoe municipality reported on its performance with regard to its 
objectivep, indicatoj's and targets in its approved integrated development plan? 

• Relevance: Is (he performance Information as reflected in the indicators and 
targets clearly linked to the predetermined objectives and mandate. Is this 
specific and measurable, and is the time period or deadline for delivery 
specified? 

• Reliability: Can the reported performance information be traced back to the 
source data or documentation and is the reported performance information 
accurate and compiete in relation to the source data or documentation? 

instances were identified where targets set for the 2008-09 financial year were not 
measurable (not easy to calculate from data Oiat can be generated quickly, easily and at 
a reasonable cost) and reliable (cleariy state what is to be measured without 
ambiguity). Furthermore, in certain instances the targets did not correspond with the key 



performance indicators. 

Inconslstently reported performance information 

45. The municipality has not reported throughout the year on its performance with 
regard to its targets as per the approved integrated development plan. 

46. According to Regulation 12(2)(c) of the Local Government: Municipai Planning and 
Performance Management Regulations, 2001, "A performance target set in terms of 
subregulation (1) must be commensurate vwth available resources and be 
commensurate with the municipality's capacity.” 

Instances were identified where targets per the performance infprpation report could not 
be achieved as a result of capacity constraints. 

Reported performance information not relevant ^ 

47. The targets with regard to atl the objectives were not: 

• specific in clearly identifying the natur^and the required level of performance 

• measurable in identifying the required petformance 

• time bound in specifying the bme period or deadiine for delivery. 

Reported performance information hot re|^ble 

48. Lack of appropriate information systems generating performance information 

Sufficient approprial#hhl!i| evidence vlith regard to the reported performance 
information of the pbjective^cpuld not be obtained, as the information system used 
for generatinl performanc# information was not appropriate to facilitate the 
preparation of accurate andiiwimplete actual performance information. 

49. Source informatioh hdi accurate ah^ cranpiete 

The spurce infprrhation or,;evidence provided to support Ihe reported performance 
ihformation with re^ard to^he objectives did not adequately support the accuracy 
ahd Gompleteness ofi%e factSv ^ 

Measurable pbjectives hot consistent 

50. The municipalrtyj^d not align the priorities, objectives and targets set in the 
integrated develdpment plan to the annual budget as required by section 26(i) of the 
MSA. 



APPRECIATiON 


51 . The assistance rendered by the staff of the Amahlathi Local Municipality during the 
audit is sincerely appreciated. 
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